Policy Implications and Recommendations
This study has evaluated private sector health care provision in Macedonia from two complementary perspectives. First, I assessed how health sector policies establish markets for health care provision which promote fairness, competition, efficiency and quality of care delivery. Next, I analyzed how physicians respond to these policies and the financial incentives that they face in the two sectors. Together, these yield a comprehensive examination of private sector health care provision in transition economies.
In this final chapter, I broadly summarize the findings from a perspective of the types of incentives that the proposed reforms will establish. This brief discussion is followed by several specific recommendations to improve the success of the reform program.
IMPLICATIONS FOR REFORM POLICIES
The analysis has shown evidence of productivity benefits among existing private PHC physicians. In addition, these physicians also respond to the incentives of private practice by having available higher levels of medical equipment, an effect also consistent with higher patient satisfaction. However, the overall findings of this study show that neither the existing policy environment nor that envisioned by the reform program allow market forces to significantly change physician practices in a post-socialist country. Indeed, physician responses to certain policies, such as arbitrary restrictions on productivity and referral prohibitions, suggest that the policies have a negative impact on efficiency and the quality of care. Moreover, the public sector delivery system is insulated from private sector competition by a web of policies and practices at all levels of the health sector. If left in place, this policy environment will dilute the ability of payment reforms to improve physician behavior.
This argument is best captured by the notion of the intensity of incentives. Incentive intensity describes the degree to which clinical decisions are influenced by physician payment schemes; more intense incentives have greater effects on physician behavior (Latham, 1996; Pearson et al., 1997) .
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Considering the policies protecting public sector physicians from competition and effective performance-based feedback, the proposed reform program establishes two incentive regimes:
• in public health organizations, a weak form of capitation with less intense incentives; and,
• in the existing private sector, a strong form of capitation with more intense incentives.
In such a system, it is unlikely that either of these sectors will behave as a well-functioning market; efficiency, quality and continuity of care will suffer.
In contrast, this study has shown that the legacy of the preliminary privatization begun in 1991 has some positive aspects. It has improved patient choice. The MoH and HIF gained limited experience in regulating private PHC provision. Additionally, the consequent mobilization of private resources, while limited, has allowed most private physicians to provide more technologically intensive care than is possible in under-capitalized public clinics. To help build on the lessons of the early privatization, several recommendations for the reforms are discussed below.
RECOMMENDATIONS
Results of this study have provided several technical insights into the functioning of the existing system of PHC provision in Macedonia (See also Chapter 4). These findings should be viewed as inputs to the process of developing effective, implementable reform policiesstarting points for this ongoing effort. The following recommendations are organized in increasing scope: from physician payment incentives to policies of the overall health sector.
Payment Incentives
Currently, private physicians contracting with the HIF are reimbursed on a pure fee-for- Salaried public sector physicians have much higher referral rates than private sector colleagues, raising concerns over cost of secondary care. They also provide fewer services per patient as workloads rise. Neither condition is optimal. The main focus of the reformscapitation -may not be optimal either as it tends to create incentives for underprovision of services and relatively higher referral rates.
2
As the reforms proceed, several additional elements of physician reimbursement should receive attention.
Creating incentives for cost reduction by making physicians financially responsible for their practices is at the heart of capitation. This is a radical departure from the long-standing norms in public clinics, and instituting unambiguous financial responsibility for all inputs to patient care will be essential to the improvements of efficiency and quality envisioned by the reforms. This reinforces extensive discussions of this issue specific to Macedonia elsewhere (Carter, 1997) . Briefly, financial responsibility would encompass nurses, office space, capital equipment, laboratory services, supplies and medications. Tracking input use in each of these categories at the level of individual physicians may be beyond the capacity of Health Center information system in the near future. In the short-run, department-or even cliniclevel fundholding schemes may be a solution. Similarly, controlling the incentives under capitation for high referrals to secondary/in-patient care and laboratory services may stretch the capacity of Health Center information systems, especially if use of these resources is tracked at the individual physician-level (as they should be if individuals continue to be the contracting agents). However, individual utilization reviews of referrals may be adequate in the near term.
Another issue intimately related to the payment system is improving productivity.
Measured as patient visits per week, physician utilization is uniformly low in Macedonia.
Raising it could increase patient access and, potentially, quality of care for a greater part of the population. Physician workloads are arbitrarily limited in the existing private sector.
Low motivation and lack of performance-based incentives hinder productivity in public clinics.
Introducing performance-based incentives and liberalizing health sector policies permitting competition (Chapter 4) will also boost productivity and quality. An additional step would be to remove, or raise, the limits on physician workloads in the reforms. Maintaining ceilings on the number of weekly patient contacts that physicians may have could adversely restrict patient access. Other methods may help control churn; for example, upper limits on the number of enrollees for individual physicians. Other procedural methods can be put in place to detect the few remaining instances of churn, including utilization reviews and referral limits.
Clinic Resources
Existing private physicians bear financial responsibility for the operations of their clinics, and may retain any net revenues from the FFS reimbursement for allowed services. PHC physicians in the public sector, in contrast, are not reimbursed for specific services nor do they bear the financial costs of a clinic. The reforms seek to reorient these disparate incentives by allowing all physicians to retain the difference between the capitation payment and the costs of treating patients. However, under current reform proposals, financial responsibility for, and access to, clinic resources is not well defined for physicians in public clinics. Furthermore, the existing system has created clear disparities in levels of capital and human resources in public and private clinics. Thus, in planning for the reforms, there are two key areas of concern over capital equipment and other clinic resources.
The first of these stems from the actions of the HIF to restrict the size and competitiveness of the private sector. Under the reforms with all PHC physicians under contract, the HIF may still have similar control and further, this behavior may shift to Health Center management as the group that controls resources required by physicians. An extension of the current situation in the private sector to the public sector could distort the incentives intended by the payment reforms. For example, if publicly-owned Health Centers remain the single dominant PHC clinics in each municipality, though they are undercapitalized, clinic management could potentially charge above market rates by restricting physician access to equipment and other resources. To ensure that the reforms create incentives for efficient and appropriate resource use, contracts should be written between physicians in public clinics and clinic management. Such contracts should specify payment by physicians for equipment utilization, laboratory use, and use of nursing staff and other non-physician personnel. These contracts define rights and responsibilities for physician access to the inputs of patient care, and should be seen in the same light as the contracts between physicians and the HIF for the output of patient care.
Access to clinic resources is not a public policy issue in solo or small-group private practices, nor should it become one. However, access to capital equipment is likely to be a concern in public health centers if existing management structures remain in place. Health Center management is still subject to political appointment and facility ownership is held vaguely by the Ministry of Health. With Health Center physicians on contract to the HIF to provide patient services, how will access to Health Center resources be depoliticized? Viability of such contracts would be improved if clinic ownership were defined explicitly. Options include contracting operation of public clinics, or their sale, to private groups. An added complication to ensuring fair and transparent access to clinic resources through contracts is that these reforms are inextricably linked with reforms of the legal system. Until there are cost-effective means of enforcing contracts, management of public clinics may suffer.
Secondly, public clinics have much lower levels of capital equipment than private PHC clinics. This situation is due largely to an historic lack of funding, which unfortunately promises to be a chronic condition for years to come. Improvements in capital investment in public clinics are a necessity. Increased grant aid is a possible source of funding as are mandated set-asides from physician revenues earmarked for capital improvements. These longer term solutions aside, mobilizing private resources may be the only option to quickly boost capital investment in all primary health care enterprises. However, public enterprises ownership and management are barriers to this mobilization. Contracting, or selling, public clinics may provide adequate incentives for private investment in capital equipment.
Considering the banking system in Macedonia, there is a question whether enough funding could be generated to bring capital equipment to adequate levels. The Czech privatization program instituted a novel approach to this problem by financing capital investment loans, at a subsidized rate, on the proceeds of the sales of medical facilities (Che_ka, 1993) . The Czech privatization program is also instructive in that buyers took on restrictive obligations for operating the former public clinics and hospitals including agreeing to provide certain types of care and serving all patients.
Referral Policies
There are a number of restrictions on patient access to care in the current PHC system. Private physicians are denied hospital privileges and access to patient records. Also, public sector physicians are prohibited from referring to private physicians. The main concerns here are that this may degrade the continuity of care and limit efficiency gains possible if care in both sectors were more closely integrated.
To promote effective competition for services and improve the continuity of care, referral practices and hospital privileges should be liberalized. In place of blanket restrictions on referrals and privileges, other methods can regulate referrals to secondary and in-patient care.
These include withholds and other financial incentives for meeting referral goals, preadmission screening, and mandatory second-opinions for hospitalizations. Additionally, to counter the referral incentives of either FFS or capitation, physician referral practices must be regulated for both over-and under-referrals. Implementing and administering such monitoring system will be difficult under existing management and information technology resources.
Until management capacity grows significantly in the Macedonian health sector, administrative reviews of individual physicians contracting with the Health Insurance Fund may be the most appropriate.
Education Policies
The Macedonian health system inherited a number of educational policies still in transition.
The medical faculty, at the direction of the MoH, has placed limits on the number of medical school enrollees, helping to control the supply of physicians. This study further highlights two other areas for increased attention in the reform program.
First, the importance of improving physician skill was demonstrated by evidence that: more highly skilled physicians are more successful; make a trade-off between numbers of visits and quality of care; and that better physicians are more restrained in the use of medications. All point to the potential value of continuing medical education (CME) in promoting better care and cost-savings in primary care settings. Secondly, the findings of this study also reflect the nature of the current graduate medical education system. Medical graduates compete for the few positions in the public sector, partly due to the benefits of completely subsidized graduate specialty training. Once trained, many public sector specialists then depart for the more lucrative private sector. Under the reforms, distinctions between private and public practice will diminish and so too the incentives to leave publicly-owned and operated clinics.
Nonetheless, revisiting the policy of fully subsidized post-graduate education may be warranted once the reform policies for both PHC and secondary-care specialists are finalized.
HIF and MoH Regulations
Contracts for professional services between individual physicians and the HIF are the basis of existing private sector PHC provision. For many private physicians, these contracts have also been the source of difficulty in terms of reimbursement delays, retroactive changes in allowed services, and high cost of dispute resolutions.
Similar contracts for professional services will be central to the reforms. Unfortunately, current HIF procedures for issuing and managing physician contracts are fragile and unreliable. To ensure the effective functioning of the health system the HIF and MoH should consider three elements of administrative reforms. First, procedures for granting and administering contracts must be standardized, made transparent, and disseminated to physicians. Physician participation in the establishment and evolution of these procedures may increase acceptance of rule changes. Second, grievance procedures for HIF contract actions should also be implemented that are transparent and less costly than existing procedures. This could be along the lines of the now defunct grievance board within the HIF, separate from the costly and still-transitioning legal system. Finally, improving the overall level of structural quality in the PHC system will be a long process. Developing a comprehensive quality assurance programs throughout the health sector will be a part of this process. This dissertation examined only one small aspect of government's role in quality assurance; standards enforcement. Equitable enforcement of quality standards by both the MoH and HIF will help improve quality of care throughout the system by encouraging both private and public clinics to meet facility quality standards.
CLOSING
The early privatization of primary care provision in Macedonia took place without the benefit of a strategic reform plan, with mixed results. The current plan for PHC reform inadequately accounts for the unique privatization issues in transition economy health sectors. This dissertation has argued for a more comprehensive approach to reforming 120 primary care and provides a starting point for designing further privatization. The existing proposals for payment system reforms are an excellent basis for re-orienting financial incentives and changing physician behavior. Equally important, other implicit and explicit health sector rules and regulations must be addressed to ensure the success of these reforms. Doing so will help achieve a health care market that reduces the financial burdens of the public sector and also one that is effective and fair for all participants.
